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A Publication for
Minority Business Enterprises
Prepared by the Minority Business Development Committee of the
American Institute of Certified Public Accountants

WINTER 1984-85

How to Choose and Use a Professional
At times it is necessary to get outside professional help to
determine “How is my business doing?” or “Where is
my business going?” Choosing the appropriate legal status
for a business—a partnership or a corporation—and prepar
ing certain financial statements—a bank loan application or
an audit—require specialized knowledge. At some point, all
businesses need some specialized help, and knowing how to
select a professional who will help your business the most is
critical.

Where do you find a professional who suits your needs? To
start, see if your friends and business associates can recom
mend someone. Second, look for advertisements in local
newspapers and in the telephone yellow pages—lawyers and
certified public accountants (CPAs) are permitted to adver
tise their services. Such listings can give you an idea of the
number of professionals in your area and their special fields
of practice. Third, speak with bankers in your area. They
generally have a working relationship with local profession
als. Fourth, call the state bar association and state society of
CPAs for a referral. Because these organizations represent
the interests of all of their members, they probably will not
recommend a specific member, but may give you member
rosters from which you can choose a professional in your
area.
All businesses need various types of insurance, ranging from
liability, life, and health to business interruption insurance.
Although you may not have thought of insurance agents as
traditional professionals in the same senses as doctors, law
yers or CPAs, their specialized knowledge is critical to the
success of both large and small businesses.

Because of the number of insurance companies, it is probably
best for a small business to deal with one agency. If a
business gives a single agent all of its insurance business, it is
likely that the agent can provide a package deal with reduced
rates. Also, it may be advisable to deal with “independent”
insurance agents. Such agents sell more than one company’s
insurance policies, thus giving the small business person a
wider range of policies and insurers from which to choose a
suitable package.
After you have compiled a list of prospective professionals,
make an appointment to interview each. (If you find that you
don’t have the time to interview all of the people on the lists,
you should at least give each a telephone call. You may be

able to get a feeling for each other by the professional’s
responsiveness to your questions.) Remember that you are
hiring someone to help the future of your business; you
should take as much care in selecting this person as you
would in hiring a key employee. Also keep in mind that many
professionals do not charge for an initial, preengagement
visit.
When meeting with a prospective professional, come pre
pared with a set agenda. Ask if the professional has a par
ticular specialty. After all, you don’t want a criminal lawyer
if your business needs help with an acquisition. Next, ask for
references. They are a good source of information on how
others perceive this particular professional. Although the
professional will probably give you names of clients with
favorable attitudes, they may be able to answer some ques
tions on their working relationship. Finally, ask if the profes
sional is a member of a professional society, and has
completed advanced studies in his or her field. While neither
of these criteria is a foolproof measure of competence, they
do provide a barometer of the professional’s civic-minded
ness and the extent of commitment to the individual’s field of
expertise.

Once you are satisfied with a professional’s qualifications,
your next question may well be, “What am I going to be
charged?” Fees are usually based on time charged. However,
some professionals such as lawyers charge on a fixed fee or
other basis. Fees may vary with the level of experience of
those required to perform the work and also with the prevail
ing costs of doing business in a community. Moreover, keep
in mind that it is acceptable to shop around and to ask what
you can expect in terms of fees.
Finally, and perhaps most important, you may ask, “How do
I save time and money when utilizing a professional?” First,
be prepared. Bring to meetings appropriate and up-to-date
records and make a list of topics you want to discuss. Also,
don’t waste time by making the professional explain things
that you could easily find out for yourself—for example,
educating yourself about basic tax law requirements. You can
save billable time by just “doing your homework.”

Finding a professional with whom you feel comfortable and
who will help your business need not be a lengthy, harrowing
process. With a certain amount of research and diligence, a
suitable professional can be found.

In Business Disputes, Mediation May Be
An Alternative to Arbitration or Litigation
When business colleagues fall out, the
business usually prevents them from
washing their hands of each other and
simply walking away. For the sake of
the business, and their stakes in it, they
have to resolve the problem, one way or
another.

It might be handled by arbitration—sub
mitting the dispute to a third party—but
this is usually done only where a contract
or binding agreement exists. Another
possibility, where no binding arrange
ment exists or can be created, is to take
the issues to an impartial third party for
mediation, a voluntary procedure. Be
cause it is voluntary and unbinding,
should the mediator’s decision prove un
acceptable to one or both sides, the matter
can still be taken to court.
Mort Levy, a CPA who has mediated
disputes within the upper echelons of a
good number of organizations, thinks
that in serious disputes between close
associates, such as partners, mediation
is the best answer—especially if litiga
tion is the alternative.
It isn’t that Levy is trying to do attor
neys out of their fees, although, as he

points out, the legal costs can be high,
easily exceeding $50,000 for each side.
It’s the even more painful emotional
costs that are to be avoided, he says—
the trauma that can result from airing
the firm’s dirty linen in public. To be
considered are the unfortunate effects
on other officers, employees, stock
holders and clients. All of these are
asked, in effect, to choose sides, which
most would vastly prefer not to do.

Mediation of business conflicts is a
new, emerging field, not to be confused
with labor mediation. As yet, only a
few large metropolitan areas have or
ganizations that provide the service, al
though the American Arbitration
Association is reported to be consider
ing going into it.
Until mediation becomes as widely
available as arbitration, disputants may
have to rely on a wise, impartial indi
vidual whom both sides trust to be de
liberate and evenhanded. It’s impor
tant, Levy warns, that the person
chosen, in addition to being experi
enced in negotiation, have extensive
knowledge of the sort of business mat
ters around which the dispute centers.

Employment Outlook Great for Finance People,
Not So Good for Arrogant, Irresponsible Thieves
Many of this publication’s readers are
wanted. Not only wanted, but most
wanted. The readers we’re referring to
are company accounting and finance
specialists, who, according to FoxMorris Personnel Consultants of Phila
delphia, are in great demand in major
job markets coast to coast.
Although there is said to be a current
surplus of business middle managers
generally, apparently this does not ap
ply to corporate controllers, treasurers,
cash and credit managers and others on
the financial side. The demand for such
people extends upward, to financial
vice-presidents/chief financial officers,
as well as downward, to entry-level
staff accountants, Fox-Morris reports.

Salaries offered are said to reflect the
demand, with offers to internal au
ditors, for example, nearly 16 percent
higher than a year ago.

The highly prized skills of all these
people are said to be even more highly
prized if the skills include familiarity
with electronic data processing.

What’s behind the need? The recruiting
firm attributes it to today’s intensely
competitive and quick-changing busi
ness climate. Also, to greater complex
ity, which has triggered a call for more
specialized expertise.
And there are other reasons, Fox-Mor
ris believes: the increasing importance
of special knowledge about government

regulation, the widening interest in
M.B.A.s with forecasting abilities and
the ever-growing demand for those who
understand federal, state and local
taxes.

Will this situation change soon? FoxMorris thinks not. It sees continued
growth of demand for financial people
through 1985 at least.

Of Some Other Workers,
No One Has Few Enough
A second personnel firm, Accoun
temps, which supplies office temps,
made another type of survey: How do
you fail in business without really
trying?

They asked a hundred personnel direc
tors what behavior in an employee is
considered most objectionable. The
easy winner (or should we say loser?)
was dishonesty, followed by irrespon
sibility, with attending-to-personalbusiness-on-company-time coming in
third.
Here’s the rest of the top (or bottom) ten:
□ Arrogance; aggressiveness.
□ Absenteeism and lateness.
□ Not following instructions or
company policy.
□ Whining about the job or the
company.
□ Lack of commitment.
□ Laziness.
□ Lack of character.

Government Book Outlines
Franchising Opportunities
Franchise retailers are almost invaria
bly small companies, but when you put
all 462,000 of them together, they are
very big indeed. The Department of
Commerce has put them together—in
the 1984 Franchise Opportunities
Handbook, available for $13.50 per
copy from the Superintendent of Docu
ments, Government Printing Office,
Washington, DC 20402.
The handbook describes 1,265 different
franchises that are offered and tells how
the franchising companies operate—
how big they are, how long they’ve
been in business and so on.

What Should Your Accounting Method Be?
Taxes Are Among the Chief Determinants
Among the many questions facing the
organizers of a new business, right after
they get through wrestling with the
question of what legal form it should
take—proprietorship, partnership or
corporation—are the questions of
□ What accounting method to adopt
for tax purposes.
□ What the accounting period (tax
year) should be.

The two most common accounting
methods are cash and accrual. With the
cash method, used mostly by individu
als and small businesses that do not
have inventories, income is recognized
in the year it is actually received, and
expenses are deducted in the year they
are paid.

With accrual accounting, income items
are included when they are earned,
even though payment may be received

have proved to be bad for your company
in the past.

And there are other methods available.
One is the installment method—
spreading income over two or more
years, as collections are made. Another
is the completed-contract method—
taking profit or loss (but not current
operating costs) only after a job is
finished and accepted. And a third is
the percentage of completion methodreporting income on long-term con
tracts in proportion to the full contract
price in accordance with the percentage
of the work that has been completed.
(Again, some expenses are currently
deductible.)
Changing the Tax Year
While a new company is free to adopt
any appropriate accounting method it
chooses, for an established company to
make a change there must be prior ap
proval from the IRS, which is chiefly
concerned that there be a valid reason
for the change and that the change cause
no distortion of income results. The
IRS looks primarily to these two mat
ters also when considering requests for
a change in the reporting period.
Sole proprietorships must use the same
tax year as their proprietors; part
nerships the same tax year as all the
partners. New corporations can adopt
any tax year, and later change their year
with prior IRS approval.

in a later year, and expenses are de
ducted when the liability begins, re
gardless of when paid. Companies that
carry inventories, as indicated, must
use the accrual method, at least for pur
chases and sales.

Can such companies use the cash meth
ods for other accounts? Yes, it is possi
ble to combine two, or even more than
two, accounting methods. For exam
ple, a company using either the cash or
accrual method could use the reserve
method for deducting bad debts—tak
ing a percentage of outstanding receiva
bles, based on the percentage that have
turned bad for your industry or that

business cycle when inventories are
lowest, and liquidity is high—or, alter
natively, at a point that will bring the
maximum tax deferral.

In choosing among the various alter
natives, it is advisable to look beyond
immediate tax savings and other short
term benefits to the possible long-range
effects. Also, financial reporting needs
may outweigh tax results.
The IRS’s requirements for obtaining
permission to change accounting meth
ods, using Form 3115, have recently
been modified by Rev. Proc. 84-74,
published in Internal Revenue Bulletin
1984-44.
There are many considerations in mak
ing these decisions, which a prudent
entrepreneur would discuss in advance
with the firm’s CPA.

IRS Tells How It Will
Tax Fringe Benefits
The Tax Reform Act of 1984 requires
that employee fringe benefits not speci
fically exempted be subject to taxation
at fair market value. The IRS has now
begun implementing that order with
proposed and temporary regulations
covering personal use of company cars.

The regulations became effective in
January, but employers are not required
to withhold taxes on the benefits—at 20
percent of value—until midyear.

A new corporation might elect to delay
the close of its first year until 12 months
after incorporation, so as to put off pay
ing taxes as long as possible. But an
other option is to close the books when
the first $100,000 of taxable income has
been earned, thus taking greatest ad
vantage in the first year of the lower,
graduated rates that prevail below the
$100,000-income level.

The new regs provide that personal use
of a company car is to be taxed as a
prorated share of the lease rate, which
the IRS bases on the car’s fair market
value. A chart comparing lease rates
and fair market values accompanies the
regs. If 20 percent of the miles driven in
a car with a lease value of $3,500 a year
are personal, the employee’s taxable
compensation would be 20 percent of
$3,500, or $700. If the personal driving
of a company car is confined to com
mutation, the imputed taxable income
is a flat $4 per day.

Often, companies select the business
year natural to their trade—one that
best matches income and expenses.
Such a year might end at a point in the

Taxable compensation ascribed for use
of company airplanes is also covered in
the new regulations, published in TD.
8004.

Matching Income and Expenses

publications such as Consumer Reports or the National Auto
mobile Dealers Association used-car guide. The cost the
lessor will ultimately recover upon selling the car should
affect the lease terms, but don’t count on better terms if there
is high resale value. Generally that reflects high public es
teem, making cars that have it the easiest to lease.
Some consumer counselors, put off perhaps by misleading
advertising, say flatly that the leasing of equipment by indi
viduals is a no-no—to be avoided in all cases.

But other, equally responsible, ad
visers insist that a careful examina
tion of the cost/benefits shows that
leasing can be preferable to purchas
ing for some people in certain cir
cumstances—one of the right circumstances being, of
course, a reputable leasing organization.

Leasing A
Personal
Automobile

Although virtually anything one might want to buy could also
be leased, let’s confine these observations to the leasing of
automobiles, since, except for homes, those are no doubt the
assets most commonly leased by individuals. One of every 10
new cars is said to be leased rather than purchased. More than
3,000 companies, in addition to auto sales agencies, now are
in the car-leasing business.

The tax aspects that affect the choice of purchasing or leasing
a business asset do not apply to personal assets such as
automobiles, but car buyers who itemize their deductions can
claim the interest paid on their car loan, a break not available
to lessees. How much the deduction will save the buyer
depends on his or her tax bracket, the amount and period of
the loan, and the interest rate.
Some other considerations for those who are undecided be
tween buying and leasing include

□ Number of miles per year the car will be driven. If you
expect to drive a great deal, purchasing may be a better bet
because if the lessor imposes an annual mileage limit, with a
per-mile charge for additional use, those who drive a lot will
owe a lot. The higher the per-mile charge, the more reason for
heavy drivers to buy.
□ Size of down payment required of purchaser versus se
curity deposit required of lessee. Consider how much the
down payment could earn if invested; that amount is an
additional cost of owning. The lessee’s deposit is likely to be
much less than purchaser’s down payment. In some states
holders of security deposits are required to pay interest.

□ Resale value at end of lease period. This is one of the main
differences in the relative costs of buying versus leasing. To
get an idea of what the resale value is likely to be, see

And Speaking of Vehicles...
Some owners of diesel cars or small trucks can get a one-time
tax credit of up to $102 for a car, $198 for a truck—an advance
refund of the diesel fuel tax increase, not intended for them.
Don’t overlook this credit when supplying your CPA with
1984 tax data.

Are Spousal Remainder Trusts
Short-Term Substitutes for Cliffords?
For many taxpayers the Tax Reform Act of 1984 virtually
knocked out no-interest or low-interest loans as a means of
sharing income with low-bracket family members. As a
result, there has been a revival of interest in Clifford trusts,
which earlier had been a favorite means of achieving this
purpose.
With a Clifford trust, the parent transfers property irrevoca
bly for a minimum
period of at least 10
years, with income
from the trust dis
tributed to the child or
other low-income bene
ficiary, who pays taxes
on it at a rate much
lower than that of the
donor. At the end of the
trust period the property reverts to the parent.

But let’s say your child is about ready for college and you find
10 years is too long a period to tie up assets. Is there a shorterterm substitute for the Clifford trust?
One possibility is the spousal remainder trust. With this you
can put the assets in trust for the child for whatever period is
necessary, with a provision that the assets then will pass, not
back to you but to your spouse. Because of the unlimited
marital deduction, the gift to the spouse is not subject to tax.

If local law holds that the cost of higher education is part of
the support a parent is obligated to provide, the spousal
remainder trust, like the Clifford trust, wouldn’t be any
good. It should also be noted that this is a relatively new
concept, so there hasn’t been time for IRS rulings or court
decisions establishing its validity.
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